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BN Exhibit C4: Upgrade System Elements

ep MAIOR | 5 N OFMEA Y e 5

oneune| " Ymyrorn wean| | AR b CMCO
R EME GRGRADEY 7
Coentral Vent & Extiaust 1.50 4,50 1.50 Bldg Gross Area-SF
Central Air Conditioning 2,50 7.50 2.50 Bldg Gross Area-SF
Efoctrical Servics 3.00 300 Bldg Gross Area-SF
Emergency Genérator® : 12500.001 40000.00 12500.00 *Site level Cost-1 per proj
Hmotgeacy Lighty 150,00|  400.00 150.00 Bldg Unuts divided by 6
Smoke Detection 250 00 250.00 Bldg Umts/4
Communication System 100 00 300.00 100.00 Bldg Umts/6
Enter Call Alatm Systom 300 00 Bldg Umts/6
Cloacd Circuit 'V 1000.00 Bldg Umits/6
Hot Ait Futosces 2500.00 2500.00 Bldg Umits
Boilers 2500 00 2500.00 Bldg Units
DHW Geacration £00.00 800.00 Bldg Umts
Elevator Cabs 2000.00 2000.00 . Number Elevators
[+ GNIT.UPGRADES 7, :
Interior(ex kitchen, bath} 3.00 7.00 12,00 35.00 Total Unit SF-(kit, bath SF)
Kitghen ‘ 4000.00 6500.00 10000,00 1 per umt
Fult Bathx 3970 00 4470,00 # Full baths
Half Baths 1875.00 5970.00 # Hatf baths




Appendix C: System for Estimating Physical Needs Backlog and Accrual Costs from Inspections

these elements for each Upgrade system as well as the dimensional multiplier. Two levels of
Upgrade are possible—Moderate and Major. For units there is a further distinction: to Partial
and Full for Moderate Upgrade, and Full or Rehab for Major Upgrade. Sites and BME systems
only allow for moderate upgrades. If the system is present, then the upgrade is Moderate Yes;
if the system is not present, then the upgrade is Moderate Add. Envelope systems also
breakdown Moderate upgrade to Yes, for present systems, and Add when the system is not
present. In addition, major Yes is an upgrade option for Envelope systems.

After the costs are calculated for the inspected site, units, and buildings, costs are
generated for the full property (including uninspected units and buildings) using the same
procedures followed for costing physical needs backlogs:

* Building upgrade costs for inépécted buildings are normalized to a per 2 bedroom

equivalent, and unit upgrade costs are normalized to a per square foot cost;

* Costs are generated using one of the three methods® that were outlined above for
physical needs backlog costs; and

¢ Regional adjustments are applied as discussed above.

C3 Estimating Accrual of Repair and Replacement Costs

Accrual cost estimates are the total amount a property will need to cover expected
repairs and replacements for each Observable System over each of the next 20 years. Each
system was given either a repair or a replacement cost depending upon the standard wear of the
system. For example, boilers are expected to be replaced after a certain number of years, but
landscaping only needs periodic major maintenance. Some systems were deemed inappropriate
for accrual estimates because they generally will not need replacement or standard maintenance
over the 20-year horizon used for this study. An example is the Site-level Domestic Hot ‘Wate;
Lines. Over time, a portion of the lines may need to be replaced, but this is not an expected
occurrence. The repair or replacement system qost is based on the same algorithm used for the

physical needs backlog costings.

®Same type-same quality; same type-different quality; different type.
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Appendix C: System for Estimating Physical Needs Backlog and Accrual Costs from Inspections

In addition to a repair/replacement cost, each system is assigned an average useful
lifetime (or in the case of items which will be repaired, “action-intervals" are assigned).” For
systems requiring replacement over time, the useful life is the age the system is expected to be
when it must be replaced because it is worn-out or apprbaching failure. Boilers are expected
to last 25 years. This is the expected life for the Boiler systems. Interior walls in Units are not
expected to wear ouf, but will need to be painted every 7 years. This is the action interval
(rather than expected life) for Interior Walls. The repair cost associated with Interior Walls is
the cost of painting the walls. Exhibit C.5 lists for each system involved in accrual, the action
level appropriate to accrual, and the useful life (or action interval).

For each of the next 20 years, for each Accrual system, we test whether the system wiil
reach the end of its useful life (or action interval) that year. As the starting point, we used the
system ages where they were collected by the Inspector; otherwise, we estimated system age to
be the average age of the buildings in thel p;oject. We assume, however, that any system that
needed to be replaced as part of the physical needs backlog, was indeed replaced: therefore, the
age of such systems is set back to zero. The age is then increased for each accrual year. In any
year that a system’s accrual age equals its expected life, then the repair/replace cost is added into
the accrual total for that year.

The accrual yearly totals are calculated on the sites, units, and buildings that were
actually inspected. These costs are then scaled up to reflect the total property, using the same
scaling factors developed for estimating property-level physical needs backlog costs. The
property totals are then regionally adjusted as discussed previously. Accrual costs are based on

current dollars.

"The basic reference for expected lives was Appendix B, "Accrual Actions and Expected Lives"
from Future Accrual of Capital Repair and Replacement Needs of Public Housing, Final Report, prepared for
HUD by ICF, Inc., April 1989 as an update of the Abt public housing study (Bain, 1988). Abt staff
experienced in conventional residential building construction and management altered these lifetimes for some
systems
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Exhibit C.5

Life Expectancies and Repair/Replace Action Levels for Accrual Systems

LIFE REPAIR
SYSTEM EXPECTANCY ACTION LEVEL
Landscaping 5 MIN
Roadways 25 REP
Parking Areas 25 REP
Paved Pedestrian 25 REP
Curbing 25 REP
Fencing 20 REP
Retaming Walls 10 MOD
Site Drainage 25 REP
Pole Mntd Lighting 25 REP
Site Furniture i5 REP
Yards - 20 REP
Dumpster 15 REP
Pool 15 MAJ
Tennis ' 15 MAJ
Basketball i5 MOD
Dom Hot Water Dist 40 REP
Dom Cold Water Dist 40 REP
Sewage Ejector 40 REP
Unit-Wall Surface 7 MIN
Unit-Carpet 10 (51 REP
Unit-Floor Resilient 20 (15) REP
Kitchen Wall 7 MIN
Kitchen Floor ‘ 15 (10) REP
Kitchen Cabinet 25 20 REP
Kitchen Range 15 REP
Refrigerator 15 (10) REP
Garbage Disposal 7 REP
Dishwasher 15 REP
Microwave 10 REP
Trash Compactor 15 REP
Bathroom Walls 7 MIN
Bath Floor-Ceramic 50 REP
Bath Floor-Resilient 20 (15) REP
Bath Fixtures 40 25) REP
Bath Accessories 40 25 - REP
Bath Vanities ‘ 40 (25) REP
Umt HVAC 20 REP
Radiation® © 25 20 REP
Unit Boiler 25 REP

"Numbers in parenthesis are life expectancies for family occupied units and buildings
*Hydronic only.
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Exhibit C.’S (continued)

Life Expectancies and Repair/Replace Action Levels for Accrual Systems

Unit Furnace 25 REP
Unit DHW Generation 20 REP
Temperature Control 25 REP
Wall Air Conditioner 15 REP
Bell/Intercom . 30 REP
Unit CCTV 30 REP
Unit ECAS 30 . REP
Unit Smoke Detector 40 (15) REP
Building Foundation 10 MIN
Exterior Wall 10 MIN
Roof-Membrane 40 REP
Roof-Shingles 20 REP
Roof-Builtup 40 REP
Parapet Wall 10 MOD
Chimney 10 MIN
Penthouse 10 MAJ
Roof Drainage 25 REP
Windows 40 REP
Ext Common Door 60 B0 REP
Unit Entry Door 20 MOD
Storm/Screen Door 15 (7 REP
Canopies 20 MOD
Exterior Stairs 10 MIN
Bldg Mtd Site Lights 10 (8) REP
Fire Escapes 40 REP
Porches 40 REP
Decks 25 REP
Sheds 40 REP
Vestibules 10 MIN
Corridors 10 MOD
Stairways 10 MIN
Interior Lights 25 MOD
Mail Facilities 20 (10) REP
Laundry Rooms 15 MOD
I.aundry Equipment 10 REP
Common Rooms 10 MOD
Common Kitchen 20 MAJ
Heating Riser 15 . MOD
Gas Distribution 15 MOD
Dom Hot/Cold Water 50 REP
Sanitary Dist 10 MIN
Fire Suppression 5 MIN
Sump Pump 20 REP
Compactor 10 (7 REP
Central Vent/Exhaust 10 MAJ
Central Air 20 REP
Emergency Generator 35 REP
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Exhibit C.5 (continued)

Life Expectancies and Repair/Replace Action Levels for Accrual Systems

Emergency Lights 35 REP
Smoke Detector 40 20) REP
Communication System 30 REP
Building ECAS 30 REP
Master TV Antenna 30 REP
Building CCTV 30 REP
Building Furnace 25 REP
Building Boiler 25 REP
Boiler Room Piping 50 REP
Boiler Peripherals 25 REP
DHW Generation 20 REP
Elevator Shaftways 15 (10) REP
Shaftway Doors i5 (10) REP
Elevator Cabs 30 (15) REP
Elevator Controller 30 (25) REP
Elevator Machinery 30 (25) REP
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Appendix D: Supplementary Tables

Exhibit D.1

MEAN PHYSICAL BACKLOG COST BY SYSTEM GROUP,
OLDER ASSISTED STOCK ONLY, PER 2BR EQUIVALENT

=
Older Assisted
| Avg BR < | A PR
Fotal 2.28 ] 235

Total Properties 6037 4460 1377
Percent of Properties 100 % 77 % 23 %
Mean Site Costs 9 % 8 % 12 %
Site Areas 8 7 9
Site Amenities 1 1 2
Site Distribution 0 0 1
Mean Building Costs 30 % 28 % 3%
Mechanical & Electrical 2 1 2
Heating & Cooling 5 6 2
Elevators 0 0 1
Exterior Closure 10 9 12
Roofs 3 2 6
Windows and Doors 6 6 6
Exterior Features 1 i 2
Common Areas 3 3 2
Mean Unit Costs o1 % 63 % 55 %
Interior Construction 1 1 1
Interior Finishes 37 38 36
Kitchen Fixtures 15 16 12
Bath Fixtures 4 5 3
Unit Heating & Cooling 1 1 1
Electrical 2 2 2
Mean Backlog Cost per 2BR Equivalent Unit $2,115 $2,003 $2,494

Source: Physical inspections, costing program.

Note: Column sums may not add to 100% due to rounding.
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Appendix D: Supplementary Tables

Exhibit D.2

DISTRIBUTION OF PHYSICAL BACKLOG COSTS FOR PROPERTIES WITH
MEAN BACKLOGS > $2,500 PER 2BR EQUIVALENT

Fotai TFotal Assisted
Older Newer:

Systems Fotal Unassisiod Assisted Assisted* Assisted”
Total Properties 2,804 428 2,376 i,778 598
Percent of Properties 100% 15% 85% 5% 25%
Mean Site Costs T% 10% 6% 7% 4%
Site Areas 6% 7% 5% 6% 3%
Site Amenities 1% 3% 1% i% 1%
Site Distribution 0% 0% 0% 0% 0%
Mean Building Costs 32% 31% 32% 31% 38%
Mechanical & Electrical 1% 1% 1% 1% 1%
Heating & Cooling 6% 6% 6% 6% 10%
Elevators 0% 1% 0% 0% 0%
Exterior Closure 11% 4% 12% 11% 15%
Roofs 3% 3% 3% 3% 4%
Wmdows and Doors 7% 12% 6% 6% 6%
Exterior Features 1% 2% 1% 1% 0%
Common Areas 3% 2% 3% 3% 2%
Mean Unit Costs 61% 59% 61% 62% 58%
Interior Construction 1% 1% 1% 2% 0%
Interior Finishes 38% 35% 38% 38% 38%
Kitchen Fixtures 14% 20% 13% 14% 9%
Bath Fixtures 4% 3% 4% 4% 3%
Unit Heating & Cooling 1% 0% 2% 2% 2%
Electrical 3% 0% 3% 2% 6%
Mean Cost $4,909 $4,878 $4,915 $5,208 $4,044

1 Percentages in the older and newer assisted categories total 100% of the total assisted category’s 18%

Source Physical inspections, costing program.
Note Column sums may not add to 100% due to rounding.



Appendix D: Supplementary Tables

Exhibit D.3

TENANT CHARACTERISTICS BY BACKLOG OF PHYSICAL NEEDS
Multifamily Rental Housing with HUD-Insured (or Held) Mortgages

Backlog < Backiog =
$2,500 per 52,300 per
Total 1 ZBR 2BR

Total Properties 13,271 10,467 2,804
Percent of Properties 100% 79% 21%
Race/Ethnicity

White 58% 63%™ 41%

Black 32% 27%™ 50%

Hispanic 5% 5% 5%

Other 5% 5% 4%
Household Size :

1 Perscen 41% 44 % 30%

2 People 27% 27% 27%

3 People 16% 15% 19%

4 People 10% 9% 14%

5 People 3% 3% 5%

6+ People 3% 2% 4%
Mean Household Size 2.1 2.1 2.5
Elderly Head of Household Percent

33% 335%™ 24%

Household Income .

<50% of Median 68% 67% T4%

50-80% of Median 19% 19% 17%

80-100% of Median 8% 8% 5%

=100% of Median 6% 6% 4%

*~ Signifies that the differences between high- and low-backlog properiies are statistically significant at the
95% confidence level

Tenant Data Source: Owner/Manager Survey, HUD Form 50059 provided by property owners, and managers,
HUD prepayment database, NHP study.

Note: Column sums may not add fo 100% due to rounding.



Appendix D: Supplementary Tables

Exhibit D.4

PROPERTY CHARACTERISTICS BY BACKLOG OF PHYSICAL NEEDS
Mukifamily Rental Housing with HUD-Insured (or Held) Mortgages

™ =T
Baddog < Baklop =
Total . §2,500 per 28R | 2,500 per ZBR

Total Properties 13,271 10,467 2,804
Percent of Properties 100% T9% 21%
Property Size

<50 Units 19% 17%* 25%

50-99 Units 34% 35% 30%

100-199 Units 36% 35% 36%

=200 Units 12% 13% 10%
Mean Units 112 115" 101
Standard Error 3.5 4 6
Median 96 97 87
Average Unit Size

<2 25 Bedrooms 80% 833%™ 70%

=2.25 Bedrooms 20% 117%™ 30%
Mean Ut Size 1.7 1.6™ 1.9
Standard Error 0.03 .03 0.06
Median 1.9 1.8 20
Bujlding Type

High Rise 28% 30% 23%

Walk-Up 44% 43% 47%

SF Attached 28% 27% 28%

SF Detached 0% 0% 2%
Overall Project Quality

Excellent 39% 47%™ 3%

Good 48% 47% 53%

Fair/Poor 13% 6% 40%

*= Signifies that the differences between high- and low-backlog properties are statistically sigmficant
at the 95% confidence level.

*  Signifies that the differences between high- and low-backlog properties are statistically significant
at the 90% confidence level.

Tenant Data Source: Inspections

Note. Column sums may not add to 100% due to rounding



Appendix D: Supplementary Tables

Exhibit D.4 (continued)

PROPERTY CHARACTERISTICS BY BACKLOG OF PHYSICAL NEEDS
Multifamily Rental Housing with HUD-Insured (or Held) Mortgages

Backlog < $2,500 | Backlng = $2,500
Potsd per ZBR per 2BR ‘
Total Properties 13,271 10,467 2,804
Percent of Properties 100% 79% 21%
Neighborhood Quatity Relative to City
Better than Average 36% 41%™ 16%
Average 35% 37% 31%
Worse than Average 28% 22%™ 53%
Quality as Residential Neighborhood
Excellent/Good 69% 75%™ 46%
Fair/Poor 31% 25%™ 54%
Central City Status
SMSA, Central City 57% 53%™ 13%
SMSA, not Central City 32% 35%™ 20%
Non-SMSA 11% 12% 7%
Assistance Category
Unassisted 23% 25%™ 15%
Older Assisted, Avg BR Size <2.25 35% 329%™ 45%
Older Assisted, Avg. BR =2.25 i1% 8%™ 18%
Newer Assisted 31% 34%™ 21%
Sponsor Type
Non-Profit/Coop 18% 18% 17%
Limited Dividend 37% 332%™ 54%
For Profit 46% 509%™ 29%
Mortgage Start Year
Before 1970 6% 5% 8%
1970-1979 54% 52% 60%
1980 or later 41% 439%™ 32%
Preservation Status
Can Prepay Any Time 54% 59%" 38%
Eligible for Preservation Incentives 26% 222%™ 42%
Locked in for Full Term 19% 19% 20%

== Signifies that the differences between high- and low-backlog properties are stafistically significant at the

95% confidence level

= Sigmfies that the high- and low-backlog properties are statistically sigmficant at the 90% confidence level.

Data Source: Windshield Survey, HUD MIDLIS database
Note: Column sums may not add to 100% due to rounding.
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Exhibit D.5

PHYSICAL BACKLOG AND UNFUNDED PHYSICAL BACKLOG
BY BACKLOG OF PHYSICAL NEEDS
Multifamily Rental Housing with HUD-Insured (or Held) Mortgages

1 Backleg < Backlog = ]!
i 92,500 per $2,500 per
Tofal il 2BR IBR ‘
Total Properties 13,271 10,467 2,804
Percent of Properties 100 % 79% 21%
Total Backlog per 2BR Unit
<$10 20% 25% 0%
$10 to <500 25% 31% 0%
$500 to <1,000 13% 16% 0%
$1,000 to <2,000 17% 22% 0%
$2,000 to <3,000 8% 6% 19%
$3,000 to <4,000 6% 0% 30%
$4,000 to <5,000 4% 0% 18%
$5,000 to <7,500 5% 0% 21%
=$7,500 2% 0% 11%
Mean $1,520 $612™ $4,909
Standard Error $92 $33 $223
Median $654 $314 $4,028
Unfunded Needs Backlog per 2ZBR
Unit
$0 44 % 58% 4%
$0 to <500 14% 20% 0%
$500 to <1,000 10% 13% 0%
$1,000 to <2,000 11% 13% 7%
$2,000 to <5,000 15% 4% 59%
$5,000 to <7,500 5% 0% 22%
=$7,500 2% 0% 8%
Mean $1,214 $424™ $4,365
Standard Error $88 $30 $241
Median $228 $0 $3,643

== Signifies that the differences between high- and low-backlog properties are statistically significant
at the 95% confidence level

*  Sigmfies that the high- and low-backlog properties are statistically s1gn1ﬁcant at the 90%
confidence level.

Data Source: Physical inspection, costing program, and HUD Field Office data on resources.

Note Column sums may not add to 100% due to rounding.
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Exhibit D.6

FINANCIAL CHARACTERISTICS BY BACKLOG OF PHYSICAL NEEDS
Multifamily Rental Housing with HUD-Insured (or Held) Mortgages

" Backlog < Barkleg 2 “
Totul $2,500 per 2BR| $2.500 per IBR
Total Properties 13,271 10,467 2,804
Percent of Properties 100% 79% 21%
Per 2BR Unit Cash Flow
Negative Cash Flow 3% 289%” 1%
< -$1,000 4% 4% 2%
-$1,000 to <-$500 6% 4% 13%
-$500 to <-$250 3% 7% 11%
-$250to < $0 14% 14% 15%
Positive Cash Flow 8% 768%™ 60%
$0 to <$250 25% 24% 25%
$250 to <$500 13% 14% 12%
$500 to < $1,000 14% 14% 14%
= $1,000 16% 18% 9%
Stfafisfics on Net Cash Flow
Mean $330 $364 $201
Standard Error $82 $103 $77
Median $184 $211 $56
{

Mortgage Status

In Force-Current 89 % 91%™ 84 %

Other 11% 9% 16%

** Signifies that the differences between high- and low-backlog properties are statistically significant

at the 95% confidence level.

*  Signifies that the differences between Distressed and Sound or Stressed and Sound properties are
statistically significant at the 90% confidence level.

Data Source: HUD MIDLIS and MIPS data bases, HUD Field Offices.

Note. Column sums may not add to 100% due to rounding,
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Exhibit D.7

PROJECTED AVERAGE ANNUAL ACCRUAIL OF PHYSICAL NEEDS, 1990-1994
(Cost Per 2BR Equivalent)
Multifamily Rental Housing with HUD-Insured (or Held) Mortgages

! Ftal | Tofal Assisted
[ Older Newer.

Totat | Doassisted | Assisted || Asyisted' | Assisted’
Total Properties 13,271 3,080 10,191 6,037 4,154
Percent of Properties 100% 23% 77% 59% 41%
Accrual Cost Per 2BR Equivalent '
$<10 1% 2% 0% 0% 1%
$10-499 48 % 54% 46 % 28% 72%
$500-999 22% 19% 23% 25% 19%
$1,000-1,499 14% 11% 15% 21% 5%
$1,500-1,999 7% 3% 8% 12% 3%
$2,000-2,999 6% 6% 6% 10% 0%
$3,000-3,999 1% 3% 1% 2% 0%
$4,000-4,999 1% 1% 1% 1% 0%
$5,000-7,499 0% 0% 0% 0% 0%
$7,500 or more 0% 0% 0% 0% 0%
Statistics on Anmual Aceruals
Mean $825 $729 $854 $1,163 $405
Standard Error $41 $83 $ 47 $ 66 $30
Median $534 $360 $548 $913 $313

1 Percentages 1n the older and newer assisted categories total 100% of the total assisted category’s

77%
comprise 31%

Source’ Physical mspections, costing program

Note: Column sums may not add to 100% due to rounding

Older assisted properties comprise 45% of the universe, and newer assisted properties
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Exhibit D.8

MAJOR FROPERTY ELEMENTS AS PERCENTAGE

OF ANNUAL ACCRUAL, 1990-1994

Multifamily Rental Housing with HUD-Insured (or Held) Mortgages

| Totat I[ “otal Assisted

: Older Newer

Totul Pnassisted Asgisted Asgisted’ Assisted!
Total Properties 13,271 3,080 10,191 6,037 4,154
Percent of Properties 100% 23% 77% 54% 41%
Element
Mean Site Costs 14% 12% 14 % 14% 17%
Mean Building Costs 38% 46% 36% 37% 33%
Mean Unit Costs 43% 42% 50% 49% 50%
Ic\:/Iean Annual Accrual $825 $729 $854 $1,163 $405

ost

! Percentages in the older and newer assisted categories total 100% of the total assisted category’s
77%. Older assisted properties comprise 45 % of the universe, and newer assisted properties

comprise 31%

Source: Physical inspections, costing program.
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Exhibit D.9

PROJECTED AVERAGE ANNUAL ACCRUAL OF PHYSICAL NEEDS, 1990-2009,
Older Assisted Stock Only

Glder Assisted
“Totat . Ave. BR < 225 | Ave BR > 22§

Total Properties 6,037 4,660 1,377
Percent of Properties 100% 77% 23%
Accrual Cost per 2BR Equivalent

$10-499 21% 19% 29%
$500-999 50% 48% 56%
$1,000-1,499 17% 20% . 10%
$1,500-1,999 8% 9% 4%
$2,000-2,999 | 3% 4% 0%
$3,000-3,999 0% 0% 0%
$4,000-4,999 ‘ 0% ‘ 1% 0%
Statistics en Acerual Costs o L

Mean $872 $924 $ 695
Standard Error $ 30 $ 40 $ 32
Median $ 759 | $ 799 $ 627

Source: Physical inspections, costing program
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Exhibit D.10
PROJECTED AVERAGE ANNUAL ACCRUAL OF PHYSICAL NEEDS, 1990-19%94,
Older Assisted Stock Only
» T Oller Assisted
) Total Ave, BR < 228 | Avs, BR > 228
Total Properties 6,037 4,660 1,377
Percent of Properties 100% 7% 23%
Accrual Cost per 2BR Equivalent -
<$10 0% 0% 0%
$10-499 28% 28% 28%
$500-999 25% 22% 34%
$1,000-1,499 21% 19% 29%
$1,500-1,999 12% 14% 6%
$2,000-2,999 10% 11% 3%
$3,000-3,999 2% 2% 0%
$4,000-4,999 1% 2% 0%
$5,000-7,499 0% 0% 0%
$7,500 or more 0% 1% 0%
Statistics an Acrynal Losts |
Mean $1,163 $1,246 $883
Standard Error $ 66 $ 9 $ 52
Median $913 $934 $823

Source. Physical mspections, costing program

Note: Column sums may not add to 100% due to rounding.

D-12



Appendix D: Supplementary Tables

Exhibit D.11

MULTIVARIATE REGRESSION FACTORS CONTRIBUTING
TO NET CASH FLOW

Dependent Variable: Net Cash Flow per 2BR Unit

Yariabley Pnassisted t Older Assizfed Newer Assisted
Intercept 7065 5674w 1811.8713 = -1570.2066 *
(1768.232) (894.003) (801.404)
Total Units -0 2637 -0 8155 -0 1745
2575 (1.073) (0.953)
Property Age 44.4656 6.5359 219.9989 o=
(51.817) (25 984) (39 435)
Average Unit Size (#BRs) -2292,4343 = -303.0518 = -226 1946 =
(684 394) (152 699) (99.590)
High-rise 7.9099 7.1401 = -1.7072
(7.542) (2.681) (1.595)
Central City 0 3535 0.5523 -0.2447
(5 551) (1.615) (1.133)
Percent Vacancy Loss -67.6596 -38.7468 * -44.6234
(37.680) (17 758) (34 943)
Percent Assisted 0.8763 0.4896
2.117) (4.079) -
Remedial LMSA 1.4789
(1.657)
TPA -10.5511 * 4.2389 =
(5 885) (1.787)
Percent Very Low Income -6 6340 -6.4237 -0 0732
(14.413) (4.322) (4.093)
Percent Income Above Median -2.9590 -15.4653
(18.506) (12 986)
Percent Minority -6 2202 -3 5581 0 1107
(11.007) 2 439 (1.705)
High Neighborhood Vacancy -3.5336 1 0126 -1.2124
{6.222) (1.793) (1.298)
Good Neighborhood 5.4700 0.8722 -0.3351
(5.957) (1.864) {1.198)
Bad Neighborhood -11 4439 2.2838 -1.2194
(10.477) (1.802) (1.376)
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Exhibit D.11 (continued)

MULTIVARIATE REGRESSION FACTORS CONTRIBUTING
TO PHYSICAL NEEDS BACKLOG

lt Variables ] Enassisted Older Assisted  {  Nesver Assisted

Non-Profit Sponsor 0 1492

(1.756)
Flexible Subsidy 3.5428

(2.206)
Per Unit Mortgage . -100.3923 = -55.0256 = 13.4588 =

(15.290) (17.490) (6.681)

Existing 7.8410 ==

(2 616)
Observations 115 309’ 146
R-Squared 4 0.5037 0.1564 03422
Adjusted R-Squared - 0.4342 0.1009 02774

*  Signifies statistical significance at the 0.10 level,

** Sigmfies statistical significance at the 0.05 level.
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APPENDIX E

GLOSSARY

Terms Used in Report
BMIR. See Section 221(d)(3) Below Market Interest Rate.

Excess Income Account. For Section 236 properties only, this account receives monthly income
in excess of basic rent (after adjustments); funds accumulated in this account are used to finance
the Flexible Subsidy Program and are not available to the owners of properties. )

FHA. Federal Housing Administration.

Flexible Subsidy Program. Flexible Subsidy is a competitively awarded program that provides
reduced-interest direct loans to properties that receive Federal assistance under the Section 236
or Rent Supplement programs (or Section 8 in place of former assistance under these programs).
It consists of two components. The traditional Operating Assistance Loan Program for troubled
properties is a deferred 1 percent interest loan. It can be used to correct physical deficiencies
caused by deferred maintenance, financial deficiencies, and projected deficits for the assistance
year. The newer Capital Improvement Loan Program, for troubled as well as some non-troubled
properties, is an amortizing direct loan that carries a 3 to 6 percent interest rate set by HUD.
It cannot be used for capital improvements that are the result of deferred maintenance. Under
both components, an owner must prepare and abide by a Management Improvement and
Operating Plan, and a profit-motivated owner must make a 25 percent matching capital
contribution to the property.! Receipt of Operating Assistance Loans also requires that the
property remain in low-income use for the balance of the original mortgage term?® and suspends
an owner’s right to distribute dividends (until the loans are repaid).

FMR. See Section 8 Fair Market Rent.
HUD. U.S. Department of Housing and Urban Development.
Income:

Passive Income. Income generated from a passive activity. A passive activity
involves:

!Nonprofit owners may provide in-kind services to property residents rather than make capital
contributions.

2This requirement generally makes owners of recipient properties ineligible for preservation
incentives under the 1990 Preservation Act.
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1. The conduct of any trade or business in which the taxpayer does not materially
participate;

2. To the extent provided in the regulations, the conduct of an activity for profit
in which the taxpayer does not materially participate in the activity; or

3. Any rental activity regardless of whether the taxpayer materially participates
in the activity. Material participation exists when a taxpayer is involved in the
operations of an activity on a regular, continuous, and substantial basis.

Phantom Income. Income generated by a partnership in excess of the amount of cash
distributions actually received. Examples include rental income used to pay mortgage
principal, or net income in excess of allowable dividends that is required to be placed
in a reserve account. Also see Residual Receipt Account.

Low-Income. Generally used to refer to families with incomes no greater than 80
percent of the area’s median, adjusted for family size, or sometimes those in the 50 to
80 percent range.

Moderate-Income. Generally refers to families with incomes between 80 and 95
percent of the area’s median. ’

Very Low-Income. Generally used to refer to families with incomes no greater than
50 percent of the area’s median, adjusted for family size.

Loan Management Set-Aside (LMSA). Initiated in 1976, this form of rent supplement has been
available through the Section 8 Program to both Section 221(d)(3) and Section 236 properties.
For some properties, LMSAs replaced 40-year rent supplements or Rental Assistance Payments.
This exchange was advantageous to owners because it shortened the length-of-use restrictions
and because Section 8 provides a budgetary cushion to cover inflation in the operating cost,
allowing owners to improve their cash flow to financially troubled properties. Like the other
rental assistance programs, Section 8 aid limits tenants’ rent payments to 30 percent of adjusted
income. The term of Section 8 contracts is 15 years. Prior to 1983, owners were permitted to
cancel their contracts every 5 years. Since 1983, this "opt out" provision is no longer offered
to owners. With LMSA, rents on projects older than 6 years are renegotiated. The newly
established rent generally may not exceed the Section 8 Existing fair market rent (FMR) for the
area.

Property Disposition Program. Because low-income properties built with Federal assistance all
carry FHA mortgage insurance, owners who have been unable to maintain the financial viability
of their properties through supplemental assistance may default on their mortgages, leading to
insurance claims against HUD. The process whereby lenders notify HUD that an owner intends
to default on a mortgage, and before HUD actually pays the claim and assumes the mortgage,
is usually complex and drawn out and involves negotiations to try to keep the original owner in
place as long as possible and to keep the property serving low-income tenants. The Housing and
Community Development Act of 1987 required that property acquired by HUD through
foreclosure and eventually resold must carry with it a commitment by the new owner to maintain
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the property as low-income housing. HUD must also provide enough subsidy to make this use
as Jow-income housing economically possible for the new owner.

Rent:

Basic Rent. The minimum rent charged for a unit in Section 221(d)(3) and 236
properties. Calculated by determining the operating expenses, allowed returns, and
debt service at 1 or 3 percent interest. Tenants pay the basic rent or 30 percent of their
income (but never more than "market” rent), whichever is greater. For very low-
income tenants not receiving additional rent subsidies, such as rent supplement
payments or Section 8, this can mean a rent burden much higher than 30 percent of
income. For higher income tenants, the rent payment is proportionate to their income
but ‘not necessarily as much as the unit would command if rents were totally
uncontrolled.

FHA Rent. The rent calculated to accommodate debt service at a below-market interest
rate, operating costs, and, for limited-dividend sponsors, a reasonable rate of return.

Contract Rent. The rent an owner actually charges for a unit occupied by a tenant
receiving Section 8 assistance. The contract rent can be less than the applicable FMR,
but may not exceed it for a unit of a given size and type.

Market Rent. In the Section 221(d)(3) and 236 programs, the maximum rent that can
be charged based on a calculation of operating expenses, allowable returns, and debt
service at market rate. This rent is identical to basic rent, except that it includes an
allowance to cover the mortgage insurance premium, and the component meant to
amortize the unit’s mortgage is calculated at a level sufficient to pay off the Ioan at the
full unsubsidized interest rate at which it was written. Any amounts collected by
landlords over the basic rents revert to HUD. This "market rent” is not the same as
the usual use of the term to describe the going economic rent for similar apartments in
a market area. The Section 236 "market rent" may be higher or lower than the true
market rent, and may also be different from the so-called fair market rent (FMR) or
"allowable rent" that HUD permits under the Section 8 Existing Housing program. See
also Section 236 market rent.

Unassisted Market Rent. This is the rent, estimated by local market experts in this
study, that a conventional unassisted dwelling unit would command in the conventional
housing market.

Rent Supplement and Rental Assistance Payment Programs. Enacted in 1965, these programs
provided subsidies to reduce rent burdens of low-income tenants in Section 221(d)(3) and 236
propetties to 30 percent of tenant income. The subsidies made up the difference between the
basic rent and what low-income tenants could afford to pay for rent at 30 percent of their
income. Up to 100 percent of the tenants in Section 221(d)(3) properties and 40 percent (with
the HUD Secretary’s approval) of the tenants in Section 236 properties could be assisted through
rent supplements. Without such subsidies, rents in the properties were not affordable to many
tenants, particularly those with incomes below 50 percent of median. Payments were available
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for a maximum of 40 years (or the remaining life of the mortgage), but starting in 1976 many
were replaced by Loan Management Set-Asides,

Residual Receipt Account. An account established by the mortgagee on behalf of an owner of
a Section 221(d)(3) or 236 property. This account, which may bear interest, receives any money
available at the end of the fiscal year that is in excess of the allowable 6 percent dividend.
Money cannot be withdrawn from the account without HUD approval, but is available to the
owner when the mortgage is repaid. .

Section 8 Existing Rental Housing Program. A tenant-based subsidy program that makes up
the difference between what a tenant can afford to pay for rent at 30 percent of adjusted income
and the rent being charged for a modest, standard apartment. The subsidy is paid to the owner
on behalf of the tenant. Tenants are free to occupy any unit that meets acceptable standards of
repair (Housing Quality Standards) and that rents at or below an established maximum rent level
(existing fair market renf). Unlike the Section 8 Substantial Rehabilitation and New
Construction Programs, tenants receiving Section 8 Existing assistance are free to move and take
their assistance with them.

Section 8 Fair Market Rent (FMR). Rent annually calculated by HUD and used to establish
maximum rents that may be charged for Section 8 Rental Voucher and Certificate units. The
rents represent the 45th percentile of rents paid by renters who have moved into a standard
existing non-subsidized dwelling unit during the past 2 years, adjusted for size, type, and the
particular housing market. The FMR for existing housing is adjusted upward to reflect
accurately the higher rents for rehabilitated and newly constructed units.

Section 8 LMSA: See "Loan Management Set-Aside.”

Section 8 Rehabilitation and New Construction Programs. Housing programs implemented
under Section 8 of the Housing Act of 1974. Under these programs, private developers own and
construct or rehabilitate housing that they then rent to lower-income tenants. The maximum
rents charged by owners to tenants are restricted. The difference between 30 percent of a
tenant’s adjusted income and the rent being charged for the unit is paid to the owner by the
Government. Section 8 rental payments for substantial rehabilitation and new construction are
made to the owner for 20 to 40 years, depending upon the precise terms of the contract, and for
15 years in the case of moderate rehabilitation. The subsidies are property-based—a tenant who
moves from an assisted building no longer receives assistance.

Section 207 Mulfifamily Housing: Program under which HUD insures morfgages made by
private lending institutions to finance the construction or rehabilitation of multifamily rental
housing by private or public developers. The project must contain at least five dwelling units.
Housing financed under this program, whether' in urban or suburban areas, should be able to
accommodate families (with or without children) at reasonable rents. Legislation establishing
this program was enacted in 1934. Investors, builders, developers, and others who meet HUD
requirements may apply for funds to an FHA-approved lending institution after conferring with
their local HUD office. The housing project must be located in an area approved by HUD for
rental housing and in which market conditions show a need for such housing.
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Section 221(d)(3) and (4) Multifamily Rental Housing for Moderate-Income Families: HUD
insures mortgages made by private lending institutions to help finance construction or substantial
rehabilitation of multifamily (five or more unites) rental or cooperative housing for moderate-
income or displaced families. Projects in both cases may consist of detached, semi-detached,
row, walk-up, or elevator structures. Currently, the principal difference between the programs
is that HUD may insure up to 100 percent of total project cost under Section 221(d)(3) for
nonprofit and cooperative mortgagors, but only up to 90 percent under Section 221(d)(4),
irrespective of the type of mortgagor. Sections 221(d}(3) and 221(d)(4) mortgages may be
obtained by public agencies; nonprofit, limited-dividend, or cooperative organizations; private
builders; or investors who seli completed projects to such organizations. Additionally, Section
221(d)(4) mortgages may be obtained by profit-motivated sponsors. Tenant occupancy is not
restricted by income limits. "

Section 221(d)(3) Below Market Interest Rate (BMIR). Enacted in 1961 and continued through
1968, this program provided an up-front subsidy effectively reducing interest rates on privately
written FHA mortgages to 3 percent. In return, rents paid to the limited dividend and non-profit
owners were controlled by the FHA. New tenants generally could not have an income exceeding
95 percent of median. Tenants paid the established FHA rent or, if their income exceeded 110
percent of the median for the area, an amount equal to 120 percent of the FHA rent. Returns
on equity for limited dividend owners were limited to 6 percent, with any excess going into a
special "residual receipts account."

Section 231 Housing for the Elderly: Program under which HUD insures mortgages made by
private lending institutions to build or rehabilitate multifamily projects consisting of five or more
units. HUD may insure up to 100 percent of project cost for nonprofit and public mortgagors,
but only up to 90 percent for private mortgagors Legislation establishing this program was
enacted in 1959. Investors, buildings, developers, public bodies, and nonprofit sponsors may
qualify for mortgage insurance. All elderly (62 or older) or handicapped persons are eligible
to occupy units in a project insured under this program.

Section 236 Program. Active between 1968 and 1973, although some final endorsement dates
(start of mortgage loan) were as late as 1980, this program provided subsidies to reduce
mortgage interest rates to 1 percent. In exchange for the favorable interest rates, owners were
required to keep rents low and to rent to tenants with incomes at 80 percent of the median or
below. Tenants paid a "basic rent” or 30 percent of income (up to an established market rent),
whichever was higher. Very low-income tenants paying more than 30 percent of their income
for the basic rent were assisted through rent supplements. Limited-dividend owners were limited
to 6 percent return on equity. Any excess income derived from relatively higher income tenants
paying more than the basic rent was returned to an "excess income account."”

Section 241 Supplemental Insurance:. Flexible Subsidy is a competitively awarded program that
provides reduced-interest direct loans to properties that receive Federal assistance under the
Section 236 or Rent Supplement programs (or Section 8 in place of former assistance under these

- programs). It consists of two components. The traditional Operating Assistance Loan Program

for troubled properties is a deferred 1 percent interest loan. It can be used to correct physical
deficiencies caused by deferred maintenance, financial deficiencies, and projected deficits for
the assistance year. The newer Capital Improvement Loan Program, for troubled as well as
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some non-troubled properties, is an amortizing direct loan that carries a 3 to 6 percent interest
rate set by HUD. It cannot be used for capital improvements that are the result of deferred
maintenance. Under both components, an owner must prepare and abide by a Management
Improvement and Operating Plan, and a profit-motivated owner must make a 25 percent
matching capital contribution to the property.® Receipt of Operating Assistance Loans also
requires that the property remain in low-income use for the balance of the original mortgage
term* and suspends an owner’s right to distribute dividends (until the loans are repaid).
Fourteen percent of older assisted properties have received Flexible Subsidies. The majority of
Flexible Subsidies (82 percent) were issued between January 1, 1980 and December 31, 1985.
Properties with Flexible Subsidy after this date have a use restriction that makes them ineligible
for preservation incentives.

Transfer of Physical Assets (TPA). Primarily between 1982 and 1984, many Section 221(d)(3)
and 236 properties underwent a transfer of some or all of their assets from the original owner
to a new owner through a process known as “transfer of physical assets." The transaction was
primarily intended, without the infusion of Federal funds, to provide financially troubled projects
with needed resources, usually through sale to an entity—often profit-making—with greater
financial strength. The TPA needed HUD’s approval. In return for permitting a new owner to
assume the assets, liabilities, and obligations of the property and also the tax benefits of
restarting the depreciable base for tax purposes, HUD required that the new owner complete all
deferred maintenance and needed capital improvements and eliminate any outstanding financial
delinquencies. Tax changes in 1984 significantly reduced the use of this mechanism by deflating
its tax value to new owners.

*Nonprofit owners may provide in-kind services to property residents rather than make capital
contributions.

“This requirement generally makes owners of recipient properties meligible for preservation

incentives under the 1990 Preservation Act
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